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Abstract 

Stock Markets reflect the sentiment of the investors towards the economy as whole. Whenever there are any 

policies or changes impacting the economy, the investors tend to modify their investing strategies which can be 

reflected in the stock market output. In this paper, we will be looking at the impact of  6 selected macroeconomic 

factors inflation in terms of CPI, economic growth in terms of IIP, Repo Rate, Exchange Rate in terms of 

USD/INR, Gold Price per 10 grams and 10 Year Bond Yield on the index, NIFTY 50.  These factors broadly 

cover the macroeconomic factors and these factors are key variables which cause changes to the behaviour of 

investors. Univariate and Multivariate tests and models are used to determine the impact of macroeconomic factors 

on NIFTY 50. Multivariate model needs to be considered because the variables are time series. Test like unit root 

test, VAR model, co-integration test and causality test used for analysis. For Univariate, correlation and linear 

regression model are used. This study help us to understand how changes in the macroeconomic environment 

affects the investors’ sentiments which in turn affects the stock market output. The conclusion will also help us 

predict on how a new investor can go long or short in the stock market when the macroeconomic results are 

expected or announced. 

 

INTRODUCTION 

The seminal study in the field of identifying the variables responsible for the movement of the 

stock markets can be regarded to be Fama (1970) landmark research work, in which he 

categorised market efficiency into three levels, namely the weak, semi-strong, and strong 

forms. It is a well-known fact that there are a plethora of variables that affect stock prices, 

including not only corporate information but also political news, global cues from other major 

exchanges, movements in the price of oil, gold, and other commodities, as well as performance 

related to the macroeconomic fundamentals of the economy, such as inflation, employment, 

interest rates, GDP, industrial production, etc. 

Today most investments go towards the capital market and right at the centre of it all are the 

stock markets. Stock markets play a major role in the economy of the country. They push the 

agenda of financial and economic growth. The emerging economy of India is captured perfectly 

in the volatility of the stock market. The humungous volumes of stocks being traded on daily 

basis through BSE and NSE tell about the involvement of investors in the markets. These 

investors are the driving figures towards how the stock market is going to perform on that 

particular day. And behind these investors are the various reasons which affect whether the 

market will be bullish or bearish. 
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IPOs and FPOs play a huge part for raising capital for companies. And investors are eager to 

gain shares in these companies. Continuous trading of these securities takes place based on 

various viewpoints - results by a company, growth aspects of the company, factors related to 

the government of the country, natural factors (COVID), future possibilities with regards to the 

company and/or the industry and most importantly, outlook towards the economy as a whole. 

The sentiments of the traders towards all these aspects are mirrored in the stock market.  

Investors react towards the various changes in the economy, and this is reflected in the stock 

market sentiment. The changes in the economy are due to various factors that affect the 

microeconomic facts (consumer goods & services demand & supply) or macroeconomic 

factors. The macroeconomic factors affect the liquidity in the economy, which affects the 

investing patterns. These factors range from economic growth to inflation to commodity prices 

to the prevailing interest rates. And at the back of these factors is the government and central 

bank controlling them.  

In this paper we are going to consider selected macroeconomic factors. Inflation is a factor 

which directly affects the purchasing power of the consumer which in turn affects their 

investments. The repo rate will affect the liquidity injected by the central bank in the overall 

banking system. The economic growth can be seen through the IIP (Index of Industrial 

Production) which gives the growth seen in output of various industries. The next factor we 

will see is the exchange rate which has become a huge consideration ever since our country 

opened to Liberalization, Globalization and Privatization. The 10 year bond yield will change 

how the investor sees the returns realizable from the stock markets. The commodity we will 

consider is gold as it is seen as an alternative investment by the people in India. 

The effect of these factors on the stock market can be studied through the effects seen on the 

stock market index NIFTY 50. NIFTY 50 comprise of 50 of the largest companies listed on 

NSE and covers major industries. So it forms an efficient portfolio of the industry as whole and 

gives us a brief idea of how the macroeconomic factors affect the stock market. 

 

LITERATURE REVIEW 

The relationship between macroeconomic factors and stock returns has been extensively 

studied in the literature. Despite inconsistent findings, the majority of studies have shown 

evidence of a connection between macroeconomic factors and stock returns. Chen et al. (1986) 

in their paper provided a foundation for future research in this area. As they describe it, "simple 

and intuitive financial theory" is a well-known literary expression. Innovations in variables can 

be used to measure economic news. They made an effort to investigate the group of economic 

factors that consistently affect asset price as well as stock returns. 

Macro factors and stock markets are closely related, and macros to some extent determine 

whether market mood is bullish or bearish. Notwithstanding Listed company's expansion 

aspirations, investors continue to pump money into the markets. Stock markets display a rising 

upward trend when the economy is growing in terms of macro indices (interest rates, currency 

rates, GDP growth, industrial production, etc.), as there is all-around excitement as positive 
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news keeps on coming in at regular intervals. Osamwonyi, I. O et.al. (2012); Rahman, et.al. 

(2009); Sohail, N., & Hussain, Z. (2009); Lee, M., & Gan, C. (2006); Chen et al (2005); 

Hooker, (2004); Gjerde et. al. (1999) &Fama and French, (1988) in their studies have found a 

the positive relation between the macro-economic variables and stock market. 

Robert (2008) studied the effects of macroeconomic variables on the stock market of BRIC 

Nations. He has taken into consideration two factors – foreign exchange rate and oil price. 

Along with this the author has also assessed the market efficiency of BRIC nations which can 

allow investors to assess market risk.  He used ARIMA model to assess the relationship. He 

observed that the relationship was not significant because along with exchange rate and oil 

prices, there are multiple economic factors which g hand in hand to determine the stock market 

pricing. Also the significance level for each country in the BRIC nations differed. The author 

comments that there should be more macroeconomic variables that need to be considered and 

the study should be taken forward accordingly. 

Mahedi (2012) has studied the impact of macroeconomic variables on stock market for two 

developed economies of UK and Germany. He has considered money supply, exchange rates, 

Treasury bill rates and bond rates. The author has checked the impact using VECM model, 

causality test and co-integration test. The author found that there are short run implications and 

long term relationships between the macroeconomic factors and stock markets. Through 

variance decomposition test, the author found out that the relationship in short run is weaker 

and the stock prices can even be determined using just historical stock prices. Using Impulse 

Response function, the author determined that the effects of factors on the index gets corrected 

in the long run. 

Paolo Mauro (2000) has done research on the correlation between economic output growths 

and lagged stock return. He considered two factors in output growth – Private Credit Growth 

and Broad Money Growth. He has used Panel Regression model to determine the relationship. 

The research proves that there is a significant positive correlation between the economic output 

growth and the stock returns though it various from country to country depending on whether 

it is developed or developing. 

Chen et al (1986) were talking about how the risks associated with the changes in 

macroeconomic factors can be realized in the returns associated with the stock markets. The 

authors realized that industrial production, inflation, bond yields and risk premiums are the 

factors which showed significant impact on the stock returns. Whereas oil prices had 

insignificant impact. The study was carried through correlation matrix and multivariate 

approach. 

Satyanarayana et al (2018) have looked into the effect of inflation on stock market returns and 

observed that it is positive for certain countries and positive for others. They used unit root test 

to check for stationarity and Pearson Correlation Coefficient for checking the relation between 

the two variables. The negative correlation was found significant. So the authors have 

concluded that higher inflation rates decrease investments in turn decreasing the stock market 

returns. Harpreet (2015) has checked the relationship between inflation (CPI) and NIFTY. The 
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model used by the author is regression. The author concluded that there exists a negative 

relationship between inflation and NIFTY 50 and higher inflation rates are not good for stock 

market returns. 

Sahu (2020) examined the relationship between stock market indices NIFTY & Sensex and IIP 

(Index for Industrial Production). Stock markets help in industrial growth by being a way to 

raise capital. In this research, the author has conducted unit root test, co-integration test, 

causality test and VECM (vector error correction model) to check for relationship between IIP 

and the stock market indices. The result through the VECM model states that short run IIP does 

not affect the stock market indices, but the reverse is true. The stock market is sensitive to IIP 

in the long run. 

Maryam et al (2018) discussed about the relationship between gold price and stock market 

during pre, during and post financial crisis period using unit root test, co-integration test and 

causality test. In pre-crisis period there was strong positive relationship which was changed to 

strong negative post crisis. This was so because investors started looking at gold as alternative 

safer investment to stocks. Through the co-integration test, it was determined that there is a 

long term relationship between gold prices and stock market. 

Salahuddin et al (2010) have discussed how change in interest rate occurs due to monetary 

fiscal policies which in turn affects the stock market. They have used unit root test and ordinary 

least square regression to study the impact of interest rate on stock market. The authors reached 

the conclusion that there is a negative relationship between these two variables and the 

government needs to keep the interest rates in control or it will have a negative impact on the 

stock markets. 

 

RESEARCH METHODOLOGY 

Objective 

The following study will help us to understand how changes in the macroeconomic 

environment affects the investors’ sentiments which in turn affects the stock market output. 

The conclusion will also help us predict on how a new investor can go long or short in the stock 

market when the macroeconomic results are expected or announced.  

Since the objective of the research is to study the impact on the stock market, we have chosen 

NIFTY 50 which acts as an efficient portfolio of all the industries constituting the market. Now 

to study the effects of macroeconomic factors, we need to select the factors in such a way that 

they can broadly describe the effects of macroeconomics as whole on the stock market. 

Macroeconomics as whole consists of factors affecting private consumption, government 

spending, investments and trade. So we consider variables which affect these 4 components. 

The consumption is affected by the inflation and government spending is impacted by 

economic growth. The investment is affected by the repo rate, gold price and 10 year bond 

yield. The trade element is impacted by the exchange rates.  
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To broadly define, the objective of this research is – To study the impact of the following 

macroeconomic variables on NIFTY 50: 

1. Inflation – CPI 

2. Economic Growth – Index of Industrial Production 

3. Repo Rate 

4. Exchange Rate – USD/INR 

5. Gold Price per 10 grams 

6. 10-year Bond Yield 

 

SCOPE OF STUDY 

To understand the relevance of each of the above mentioned variables as to what part the play 

while impacting the stock market index NIFTY 50. We have conducted various tests to 

understand the relationship between the macroeconomic variables and Stock Market with using 

NIFTY 50 index as stock market proxy.  

To conduct the analysis, monthly data has been taken for each variable from January 2012 to 

December 2020 (108 observations). The data has been sourced from: 

1. NIFTY 50: Yahoo Finance 

2. Inflation – CPI: OECD 

3. Economic Growth – Index of Industrial Production: MOSPI Database 

4. Repo Rate: RBI NSDP 

5. Exchange Rate – USD/INR: Trading Economics 

6. Gold Price per 10 grams: GoldHub 

7. 10-year Bond Yield: Investing.com 

Various relations have been studied through the tests for correlation, regression, stationarity 

(Unit Root Test – ADF Test), causality & two way causality (Granger Causality Test) and long 

term impact (Johansen’s Co-integration Test). 

 

VARIABLES 

Stock Market Index – Nifty 50 

To study the effects of the macroeconomic factors on the stock market we need to consider a 

variable to represent the stock market output. Here we have considered the NIFTY 50 Index. 

NIFTY 50 is Indian stock market benchmark index representing the weighted average of free 

float market capitalization of 50 largest companies listed on NSE (National Stock Exchange). 

NIFTY 50 covers all major sectors in the economy and forms one efficient portfolio which can 
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be used to understand the overall exposure an investor will have. We have taken the NIFTY 50 

monthly index value from January 2011 to December 2020 from Yahoo Finance. 

 

Figure 1: NIFTY 50 Adjusted Close: 2012 to 2020 

The above figure shows the NIFTY 50 values from January 2012 to December 2020. We can 

see through the dips and highs over the months reflecting the stock market sentiment because 

of various on goings in the economy as whole. We can see how there is a major dip in March-

April 2020 due to COVID 19 and how the market is in correction post the dip which is seen in 

the upward trend observed in the months following. It is not just the domestic factors which 

affect the market sentiments but also the foreign factors as it can be seen in 2016, there were 2 

dips as Donald Trump was elected as President. This event was expected to affect the trade 

relations, exchange rate and FIIs which was reflected in the index as it fell. 

 

Figure 2: NIFTY 50 Returns 

As the NIFTY 50 index is a non-stationary time series, we calculate returns to get a stationary 

time series. Here we can observe the severity of the highs and lows seen across the period from 

2012 to 2020. As observed the dip seen in March-April 2020 was the worst but as time went 

on we see a spike of recovery in the second quarter of FY21.  
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Inflation – CPI 

One of the macroeconomic variable we are considering is Inflation which is measured in terms 

of Consumer Price Index (CPI). CPI basically measures the change in the money required to 

buy a fixed basket of consumer goods & services. Increase or decrease in inflation directly 

affects the purchasing power of a consumer which in turn affects the investing patterns of that 

consumer.  

 

Figure 3: Inflation – CPI 

The chart gives the inflation values seen from January 2012 to December 2020 measured by 

CPI. Government maintains a certain level of inflation to maintain the goods demand and 

supply equilibrium in the market. Government can control inflation by controlling the money 

supply in turn affecting the purchasing power of the consumers. When the purchasing power 

and consumption power of the consumer increases, the demand for the goods & services 

increases which in turn makes the companies to increase prices as the demand is more than 

supply. This causes inflation. Since consumers are spending more of these goods & services, 

they tend to save and invest less which causes a negative sentiment in the market. So there is 

negative correlation between the NIFTY 50 index and inflation.   

GDP & IIP 

The major macroeconomic indicator is the economic growth of the particular country. In India 

we measure it using GDP (Gross Domestic Product). GDP constitutes of personal and 

government consumption expenditure, investments and net exports of the country. Positive 

growth in GDP due to incoming investments and government spending can lead to 

development in the industry which can lead to increase in the share prices due to positive results 

by the company and increasing positive sentiment in the market.  
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Figure 4: GDP Growth Rate 

GDP growth rate is released every quarter. As the variables we have taken are on monthly 

basis, so we consider IIP (Index of Industrial Production) which is an index that gives the 

growth rate of various sectors in the economy. Increase in the IIP means that there is an increase 

in the production in the industrial sector which would lead to increase in the share price and 

market capitalization leading to increase in the stock market index value.  

 

Figure 5: IIP Growth Rat 

Repo Rate 

The rate at which RBI lends money to other banks for a short period is Repo Rate. Change in 

repo rate can directly impact the liquidity in the economy. As we know higher the liquidity, 

higher is the investment. So if the repo rate decreases, the banks can borrow money at a lower 

rate from RBI and banks will borrow bigger sums. This in turn will increase the liquidity and 

banks will have more money to lend, which companies will borrow and invest in the growth of 
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the companies. This will obviously increase the share price of the company because of higher 

profits and growth. So NIFTY will also increase.  

But if the repo rate is increased, it will lead to reduced liquidity in the market, so banks have 

less money to lend. Which in turn will lead to increase in the interest rate on loans. So 

companies tend to borrow less so investments are less. So this can lead to negative impact on 

the stock market. 

So repo rate will have a negative relationship with NIFTY 50. 

 

Figure 6: Repo Rate 

Exchange Rate – USD/INR 

Currency exchange rates play a major part while studying the macroeconomic factors as all the 

trading activities are associated with it. Not only trading activity, it affects the dollar reserves 

and consolidated businesses of all the multinational companies. The rate affects the FIIs and 

FDIs which in turn have a huge impact on the stock market. We are considering Dollar 

exchange rate as US Dollar is used in most of the above mentioned transactions and is the most 

dominating foreign currency in all aspects related to the economies of the world. 

Exchange rate effects on the stock market are mixed as import oriented companies can be 

benefitted from a strong domestic currency but export oriented companies are affected 

negatively. Similarly, depreciating domestic currency can be a sign of incoming inflation which 

will have a negative impact on stock market. So it forms a complex relationship between the 

dollar rate and the stock market. We further observe that if dollar appreciates, the NIFTY 50 

shows positive impact. The probable reason could be presence of all the multinational 

companies in the NIFTY 50 portfolio. 
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Figure 7: USD/INR Exchange Rate 

Gold Price 

Gold Price is an important macroeconomic factor to consider as gold in India is considered as 

a major investment and sometimes even a substitute to the usual investments in capital or 

money markets. So an increase in the gold price means that Indians are investing more in gold 

which means they are going to tend to investing less in the stock markets. This can be because 

the investors are expecting stock markets to be unreliable in the coming times or can be a sign 

of inflation so this indicates that the economy is not doing well. When gold prices fall, it means 

that the investors are tending more towards the capital and money markets i.e. their sentiment 

is positive towards the economy. 

So we can say that there exists a negative relation between NIFTY 50 and gold prices. 

 

Figure 8: Gold Prices per 10 grams 
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10 Year Bond Yield 

Bonds, even though debt securities, have an impact on the stock markets. Bond yield is how 

much return an investor will get on that bond. 10 Year Bond yield is considered basically as 

risk free returns by investors. So when investors feel that this yield is higher as compared to 

the returns they are expecting from stock market, they put their money more in bonds which 

has a negative impact of the equities market. Higher bond yields can attract FIIs in debt market 

more. Long term bond yields also tend to increase when there is inflation in the economy. So 

equity markets perform better when long term bond yields are low and vice versa. We can 

observe a negative relation between the 10 year bond yield and NIFTY 50.  

 

Figure 9: 10 Year Bond Yield – India 

 

TESTS & MODELS FOR DATA ANALYSIS 

To understand the impact of the various macroeconomic factors on NIFTY 50, I will be doing 

various tests to check the relationship between the variables and derive conclusions 

accordingly. I will be using SPSS and EViews to conducted this analysis and review the 

inferences to conclude regarding the impact of the variables. 

SPSS - Correlation 

To determine the strength of relationship between NIFTY 50 and other variables, we will be 

using Correlation Analysis in SPSS. The value for correlation will lie in between -1 to +1. 

Correlation means how one variable is reacting in accordance to the other variable. So if the 

value is +0.8 to +1 then there exists a strong positive correlation between 2 variables, i.e. if one 

variable increased then the other also increases. If the value is -0.8 to -1 then there exists a 

strong negative correlation between 2 variables, i.e. if one variable decreased then the other 

also decreases.  

We are using Karl Pearson coefficient of correlation, where the coefficient measures the 

strength of relation between linearly related variables. 
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SPSS - Regression 

In SPSS we will be checking for a linear regression equation between NIFTY 50 (Dependant 

Variable) and macroeconomic factors (Independent Variables). After we execute regression 

function in SPSS, we get various output tables which can be used to draw several inferences. 

We obtain an equation too show how NIFTY 50 can be expressed in terms of the macro 

economic factors. We can check the significance of the coefficients using the p value and 

determine which variables play more significant role as compared to other variables. By 

checking the R-Square (coefficient of determination), we can determine what amount of 

variations in NIFTY 50 can be explained by the macroeconomic factors.  

EViews - Unit Root Test (Augmented Dickey-Fuller (ADF) Test) 

When we analyze time series data, the most important aspect that needs to be considered is the 

stationarity of the data for coming up to any inferences and conclusions to ensure that 

relationship between the variables is not invalid. A time-series data is said to be stationary if 

the data has a constant mean, variance and auto-covariance for each time lag. This means that 

the statistical measures are constant for the extreme time periods and do no depend on the 

actual period when they were computed but only on the time lag between the extreme periods. 

When the data is non-stationary then the results produced may give biased estimators. These 

results will unreliable and inaccurate for any analysis. We use Unit Root Test to check if the 

variable data is stationary or not. We will be using the Augmented Dickey-Fuller (ADF) test. 

Augmented Dickey - Fuller (ADF) test is connected to check stationarity. So as to check 

stationarity properties of time series, we have utilized Augmented Dickey Fuller (ADF) test. 

Stationarity of information is an essential for conduction of regression. These trials of unit root 

have the null hypothesis of quality of unit root in the data, which means the data is non-

stationary. The stationarity of the data in both the tests have been checked at both log levels 

just as at their first contrasts.  

EViews - Johansen’s Co-integration Test 

Now through unit root test, we will realize that there is non-stationarity to level 1. How do we 

find the impact in such a case can be answered through the Johansen’s Co-integration test. This 

test will basically help us find out if there is a long run relations between the variables. This is 

generally observed in time series data. The dependent variable also depends on the lags of 

variables. Here we study two tests – Trace Test & Maximum Eigen value Test. Trace test 

checks the null hypothesis that the number of unique co-integrating vectors is less than or equal 

to a certain number of results. Whereas the maximum eigenvalue test check for the null 

hypothesis of exactly r co-integrating relations against the alternative of r + 1 co-integrating 

relations with the test statistic. 

EViews - Granger’s Causality Test 

Since these variables are clearly interrelated, we can use the Granger’s causality test to find 

which variable is responsible for causing the other variable. If one variable is significantly 

responsible for causing another variable, then we can say that variable 1 Granger causes 
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variable 2. Since we are using time series, it also implies that not only the variable but also its 

lagging values are significant in explaining the variable 2. The null hypothesis in this case is 

variable 1 does not Granger cause variable 2 and on the basis of the p value can be accepted or 

rejected based on the significance level. 

 

DATA ANALYSIS 

Correlation Test 

As discussed earlier, we will be checking for correlation between NIFTY 50 and the 

macroeconomic factors. We use the Bivariate Correlation option in the Analyze tab of SPSS. 

We select Pearson Correlation Coefficients and two tailed significance. 

The following result is observed: 

 

Figure 10: Correlation Test in SPSS 

Based on the results table, we can see that there is a strong positive correlation between NIFTY 

50 and Exchange rate. The correlation is significant at 5% level of significance. This means 

that as the dollar appreciates, the index performs better. 

We observe strong negative correlation between Inflation & Repo Rate and NIFTY 50. The 

correlation is significant at 5% level of significance. This means that NIFTY performs better 

i.e. the market performs better when the inflation level and repo rate is reduced as there will be 

more liquidity in the market which would lead to more investments. 

The correlation is medium negative between the Gold prices & 10 Year Bond Yield and NIFTY 

50. The correlation is significant at 5% level of significance. This means that stock market 

investments and gold investments have inverse relationship, i.e. when there is a negative 

sentiment in the market, the investors tend to invest in gold more. The stock market returns 

seem more attractive when the 10 Year Bond Yield is low which is considered as risk free 

returns. 

Lastly we observe very weak positive correlation between IIP and NIFTY. The correlation is 

not significant. So the index is not significantly impacted by IIP. 

Regression 

We will be checking for linear regression equation between NIFTY 50 and the macroeconomic 

factors. We use the Regression option in the Analyze tab of SPSS. While drawing conclusions 

based on the result, we will be checking the Coefficients and Model Summary tables.  

The first table below is the table of the coefficients. From this table we get the coefficient 

values for each of the macroeconomic factors to form a linear regression equation. The 
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significance values tells which variable impacts the index NIFTY 50 the most. As observed in 

the table below, we can see that CPI, IIP and Gold price have the least p value, equal to zero. 

So these 3 variables have the strongest impact in the linear regression equation, followed by 

Repo Rate and 10 Year Bond Yield. Exchange rate has the highest p value, even above the 5% 

significance rate.  

 

Figure 11: Regression in SPSS - Coefficients Table 

The next table that we observe in the Regression Analysis is the Model Summary. In this table 

we look at the Coefficient of Determination, i.e. R square. Since this equation has multiple 

independent variables, we will consider Adjusted R Square. So it can be seen that 85.4% 

variations in NIFTY 50 can be explained using the variations in the macroeconomic factors. 

The standard error observed is very high, as we know that these are time series variables. So 

there will be further tests required to determine the relationship and not just a simple linear 

regression. 

 

Figure 12: Regression in SPSS - Model Summary Table 

E Views 

Unit Root Test (Augmented Dickey-Fuller (ADF) Test) 

As we have taken time series data, we have to check for stationarity. Along with that, if the 

data is non-stationary, we have to check at which difference level it becomes stationary. For 

this we will be using Unit Root Test in EViews. We will be checking this test for each variable 

and summarizing the output in a table below.  
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Figure 13: Unit Root Test Results 

In Unit Root Test, the Null Hypothesis is that the variable has unit root i.e. the variable is 

stationary. As observed through the test, all the variables are non-stationary at level as the null 

hypothesis cannot be reject because the p-value is greater than 0.05. But the variables become 

stationary at 1st Difference because p-values are less than 0.05. So we can conclude from this 

that normal linear equation is insufficient to determine impact of macroeconomic variables on 

NIFTY 50. We need to conduct co-integration test to realize the number of co-integration 

equations.  

Selecting Lag Level & VAR Model 

Before we go to co-integration test, we need to check for the lag level to be taken. This is 

needed to create a VAR model to describe the dynamic behaviour scene in case of variables 

with time series. This model acts as a multivariate substitute to the univariate linear regression 

which is necessary for time series variables.  

We will select the Lag Level in EViews. The Table for the same is displayed below. 

 

Figure 14: Lag Length Criterion 

For selecting the lag length, we have considered Schwartz Information Criterion, Hannan-

Quinn Criterion and FPE Criterion to cover majority of the criterion. So we select 2 lag level. 

Using this we then create VAR model which is shown below. 
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Figure 15: VAR Model 

So here we observe that the model not only takes the present month values but also lag values 

to predict a model to find the impact of these macroeconomic variables on the NIFTY 50 index. 

We get a adjusted R square value of 96.09% which means that approximately 96% variations 

in NIFTY 50 can be described using the variations in macroeconomic factors using this model.  

Johansen’s Co-integration Test 

When we consider variables which are a time series, we need to consider how the independent 

variables affect the dependent variables in the long run. In this case, we have to check for 

existence of co-integration equations. We conduct this test in EViews and the look at the result 

through the Trace Test and Maximum Eigen Value Tests. 
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Figure 16: Johansen's Co-integration - Trace Test 

Here in Trace Test, the Null Hypothesis is there exists no or at the most x co-integrating 

equations. From the above result table we can conclude that there exists 2 co-integrating 

equations at 5% significance level. The null hypothesis for no co-integrating equations and at 

most 1 are rejected.  

 

Figure 17: Johansen's Co-integration - Maximum Eigen Value Test 

Here in Maximum Eigen Value Test, the Null Hypothesis is there exists no or at the most x co-

integrating equations. From the above result table we can conclude that there exists 1 co-

integrating equation at 5% significance level. The null hypothesis of no co-integrating 

equations are rejected.  

This result concludes that there exists a long run relationship between the index NIFTY 50 and 

macroeconomics factors.  

Granger Causality Test 

Now that we have established a model and also determined that there exists a long term 

relationship between the variables, let us check for the causality between the variables. 

Causality is basically whether one variable is the reason behind causing the variations in the 

other variables. This can be tested using Granger Causality test in EViews. 
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Figure 18: Granger Causality Test Results 

The null hypothesis are checked through the p-value at 5% significant level. We can conclude 

that IIP, Repo Rate, Exchange Rate and Gold Price Granger cause NIFTY 50. And NIFTY 50 

Granger causes Exchange Rate. 

 

CONCLUSION AND POLICY IMPLICATIONS 

The fluctuations seen in the stock market are a complex combination of various government 

policies and the reactions of the investors towards them. So we considered a range of 

macroeconomic factors to understand how they impact the stock market and how it is reflected 

in the NIFTY 50 index. We employed various tests and models to understand if and how these 

factors impact the index. These results can help in understand the stock market index 

fluctuations as well as investing patterns because of the macroeconomic factors and how it 

leads to generating returns. 

The correlation test and linear regression, shows that at order one, except for IIP, all the other 

5 macroeconomic factors have a significant correlation with the NIFTY 50 index. The 

regression model collectively considers the combination of the 6 macroeconomic factors to 

determine the impact on NIFTY 50. In that model, the exchange rate has weaker contribution 

as compared to the other variables.  

But as observed through the R square value, a stronger model is required to understand the 

impact better as the variables used are time series. So a multivariate model is realized through 

the VAR model. So after testing for stationarity using the unit root test, we have created the 

VAR model. But just understanding the short term model is not enough, so we used the co-

integration test to determine whether there is a long term relationship between the variables. 

We came to the result that there exist at least one co-integration equation. And then through 

Granger causality, we realized how various variables are responsible in causing the impact on 

NIFTY 50 index. Through this study, we have worked to create and show in various tests and 

models that the macroeconomic factors impact the stock market. 

There can be few policy implications of the study. A low to moderate inflation rate is not 

harmful for the markets, and this may be done by a restricted increase in the prices of goods 
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that the markets can readily absorb. The government should maintain a tight eye on oil prices 

and the exchange rate. 

However, the government must exercise extreme caution because price increases do not result 

in spiralling inflation but rather only a controlled level that may be advantageous for the 

markets. This will allow the government to cultivate a favourable reputation among the 

domestic and global investing communities. 
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